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family members that are not specifi-
cally prohibited by paragraph (a) of
this section at arm’s length and in the
Federal credit union’s best interest.

§703.18 Grandfathered investments.

(a) Subject to safety and soundness
considerations, a Federal credit union
may hold a CMO/REMIC residual,
stripped mortgage-backed securities,
or zero coupon security with a matu-
rity greater than 10 years, if it pur-
chased the investment:

(1) Before December 2, 1991; or

(2) On or after December 2, 1991, but
before January 1, 1998, if for the pur-
pose of reducing interest rate risk and
if the Federal credit union meets the
following:

(i) The Federal credit union has a
monitoring and reporting system in
place that provides the documentation
necessary to evaluate the expected and
actual performance of the investment
under different interest rate scenarios;

(ii) The Federal credit union uses the
monitoring and reporting system to
conduct and document an analysis that
shows, before purchase, that the pro-
posed investment will reduce its inter-
est rate risk;

(iii) After purchase, the Federal cred-
it union evaluates the investment at
least quarterly to determine whether
or not it actually has reduced the in-
terest rate risk; and

(iv) The Federal credit union ac-
counts for the investment consistent
with generally accepted accounting
principles.

(b) A federal credit union may hold a
zero-coupon investment with a matu-
rity greater than 10 years, a borrowing
repurchase transaction in which the in-
vestment matures at any time later
than the maturity of the borrowing, or
CMRS that cause the credit union’s ag-
gregate amount of CMRS from issuers
other than government-sponsored en-
terprises to exceed 25% of its net
worth, in each case if it purchased the
investment or entered the transaction
under the Regulatory Flexibility Pro-
gram before July 2, 2012.

(c) All grandfathered investments are
subject to the valuation and moni-

§703.19

toring requirements of §§703.10, 703.11,
and 703.12 of this part.

[68 FR 32960, June 3, 2003, as amended at 77
FR 31991, May 31, 2012]

§703.19 Investment pilot program.

(a) Under the investment pilot pro-
gram, NCUA will permit a Ilimited
number of Federal credit unions to en-
gage in investment activities prohib-
ited by this part but permitted by the
Act.

(b) Except as provided in paragraph
(¢c) of this section, before a Federal
credit union may engage in additional
activities it must obtain written ap-
proval from NCUA. To obtain approval,
a Federal credit union must submit a
request to its regional director that ad-
dresses the following items:

(1) Certification that the Federal
credit wunion is ‘‘well-capitalized”’
under part 702 of this chapter;

(2) Board policies approving the ac-
tivities and establishing limits on
them;

(3) A complete description of the ac-
tivities, with specific examples of how
they will benefit the Federal credit
union and how they will be conducted;

(4) A demonstration of how the ac-
tivities will affect the Federal credit
union’s financial performance, risk
profile, and asset-liability management
strategies;

(5) Examples of reports the Federal
credit union will generate to monitor
the activities;

(6) Projections of the associated costs
of the activities, including personnel,
computer, audit, and so forth;

(7) Descriptions of the internal sys-
tems that will measure, monitor, and
report the activities;

(8) Qualifications of the staff and of-
ficials responsible for implementing
and overseeing the activities; and

(9) Internal control procedures that
will be implemented, including audit
requirements.

(c) A third-party seeking approval of
an investment pilot program must sub-
mit a request to the Director of the Of-
fice of Capital Markets and Planning
that addresses the following items:

(1) A complete description of the ac-
tivities with specific examples of how a
credit union will conduct and account
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